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A CPA'S GUIDE TO NAVIGATING YOUR TAX RETURN




The Communications Division 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, NY 10036-8775
Does filling out your tax return sometimes make you feel like you
ARE CAUGHT IN A MAZE? EACH STEP YOU TAKE LEAVES YOU MORE CONFUSED
AND FRUSTRATED. BEFORE LONG YOU ARE IN A STATE OF TOTAL PANIC. IF I
HAVE JUST DESCRIBED YOU, I AM HERE TO TELL YOU TODAY THAT TAX SEASON
DOESN'T NEED TO BE THAT WAY. THE KEYS TO SUCCESSFULLY NAVIGATING
THE TAX-RETURN MAZE ARE: ONE, STAYING CALM; TWO, TAKING THE TIME TO
ORGANIZE; AND THREE, KNOWING WHEN YOU NEED TO OBTAIN HELP.
Today I hope to help you start off on the right foot. I will give you
SOME TIPS FOR GETTING ORGANIZED AND PROVIDE YOU WITH AN OVERVIEW OF
SOME TAX LAWS THAT MAY AFFECT YOU THIS YEAR. THEN I WILL POINT OUT
SOME DEDUCTIONS THAT YOU MAY BE ABLE TO USE TO REDUCE YOUR TAX
LIABILITY.
Keep in mind that my talk is intended for a general audience. If you
HAVE ANY QUESTIONS ON TOPICS I DON'T COVER, I WILL BE HAPPY TO ANSWER
THEM WHEN I AM THROUGH. AND DON'T WORRY ABOUT TAKING NOTES. I
HAVE A BROCHURE SUMMARIZING MY REMARKS THAT I WILL PASS OUT LATER.
I'LL BEGIN BY DISCUSSING THE RECORDS YOU NEED TO GATHER BEFORE
BEGINNING YOUR RETURN. I KNOW THAT ROUNDING UP A YEAR'S WORTH OF
FINANCIAL RECORDS MAY SEEM LIKE A DAUNTING TASK, BUT BELIEVE ME, IT IS
A JOB THAT IS WELL WORTH THE EFFORT.
Separate your records into two groups. The first group should
CONTAIN YOUR INCOME RECORDS. YOU SHOULD OBTAIN W-2 FORMS FROM
ANY EMPLOYERS FOR WHOM YOU WORKED IN 1992. THESE FORMS WILL LIST
YOUR INCOME AND THE AMOUNT OF TAXES YOU PAID. IN ADDITION, YOU
SHOULD RECEIVE 1 099 FORMS FROM ALL YOUR BANKS AND BROKERAGE
HOUSES SHOWING HOW MUCH YOUR SAVINGS ACCOUNTS, SECURITY HOLDINGS
AND OTHER INVESTMENTS EARNED LAST YEAR. AND IF YOU SOLD STOCK,
MAKE SURE YOU HAVE A 1 099-B FORM WHICH LISTS YOUR PROCEEDS.
YOU SHOULD DOUBLE CHECK THESE FORMS FOR ACCURACY. REMEMBER,
THESE AMOUNTS ARE REPORTED TO THE IRS AND MATCHED TO THE FIGURES
ON YOUR RETURN. IF YOUR FORMS ARE NOT CORRECT, TRY TO OBTAIN NEW
ONES. If that ' s not possible, attach a note to your return explaining
THE ERRORS.
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If you sold a home last year, you should also gather your
SUPPORTING DOCUMENTS -- INCLUDING YOUR CLOSING STATEMENTS FOR THE
ORIGINAL PURCHASE AND FINAL SALE, RECORDS OF CAPITAL IMPROVEMENTS,
PLUS ANY RECEIPTS THAT SHOW HOW MUCH YOU SPENT ON FIXING UP THE
HOUSE WITHIN 9 0  DAYS PRIOR TO ITS SALE.
Other sources of income you must report on your tax  return are
BUSINESS INCOME, UNEMPLOYMENT COMPENSATION, ALIMONY, CERTAIN
FELLOWSHIPS AND SCHOLARSHIPS, TAXABLE SOCIAL SECURITY AND PENSION
BENEFITS, RENTAL INCOME, STATE AND LOCAL INCOME TAX REFUNDS AND YOUR
SHARE OF PARTNERSHIP AND S CORPORATION INCOME.
Your second category of records should consist of documents that
MAY RELATE TO TAX DEDUCTIONS. TO UNCOVER TAX-DEDUCTIBLE EXPENSES,
CAREFULLY REVIEW YOUR TAX RETURNS FROM PREVIOUS YEARS, PAYCHECK
STUBS, CREDIT CARD STATEMENTS, AND YOUR CHECKBOOK. MAKE A NOTE OF
ANY ITEMS THAT RELATE TO YOUR RETIREMENT PLAN CONTRIBUTIONS,
BUSINESS EXPENSES, CHARITABLE CONTRIBUTIONS, STATE AND LOCAL TAXES,
MORTGAGE PAYMENTS, CHILD CARE OR MEDICAL EXPENSES.
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Once you have assembled all your records, you can take your first
STEP INTO THE MAZE -- ADDING UP ALL YOUR INCOME TO DERIVE THE FIGURE
CALLED YOUR "GROSS INCOME."
Next, you need to look for adjustments and deductions that can
LOWER THIS FIGURE, AND THUS, YOUR TAX LIABILITY. I WILL START BY
DISCUSSING ADJUSTMENTS. ADJUSTMENTS ARE SUBTRACTED DIRECTLY FROM
YOUR GROSS INCOME. IN OTHER WORDS, IF YOU QUALIFY, YOU CAN TAKE
ADVANTAGE OF AN ADJUSTMENT EVEN IF YOU DON'T ITEMIZE DEDUCTIONS.
A CONTRIBUTION TO AN INDIVIDUAL RETIREMENT ACCOUNT IS AN EXAMPLE OF
AN ADJUSTMENT. UNFORTUNATELY, THOUGH, NOT EVERYONE IS ENTITLED TO
TAKE IT. IF YOU ARE NOT COVERED BY A COMPANY RETIREMENT PLAN, YOU
CAN DEDUCT AN IRA CONTRIBUTION -- NO MATTER HOW MUCH YOU EARN. IF
YOU ARE SINGLE, THE CONTRIBUTION LIMIT IS $2,000. IF YOU ARE MARRIED,
AND YOU AND YOUR SPOUSE EACH EARN AT LEAST $2,000, YOU CAN DEDUCT
UP TO $4,000. If you are married, but only one spouse works, your
TOP CONTRIBUTION IS $2,250.
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However, if you or your spouse are covered by a retirement plan,
YOU MAY STILL BE ABLE TO MAKE A DEDUCTIBLE IRA CONTRIBUTION,
DEPENDING ON YOUR ADJUSTED GROSS INCOME. THE PHASEOUT OF THE IRA
DEDUCTION BEGINS WHEN YOUR ADJUSTED GROSS INCOME EXCEEDS $25,000
IF SINGLE, AND $40,000 IF MARRIED. FOR EVERY $1,000 OF ADJUSTED
GROSS INCOME ABOVE THESE LIMITS, YOU LOSE $200 IN DEDUCTIBILITY. TO
PUT IT ANOTHER WAY, YOU CAN DEDUCT AT LEAST PART OF YOUR IRA
CONTRIBUTION IF YOUR ADJUSTED GROSS INCOME IS LESS THAN $35,000 IF
SINGLE, OR $50,000 IF MARRIED.
Keep in mind that if you qualify for a deductible IRA contribution,
YOU HAVE UNTIL APRIL 1 5 OF THIS YEAR TO MAKE YOUR DEPOSIT.
Contributions to Keogh plans are also considered adjustments to
GROSS INCOME. THESE RETIREMENT PLANS, HOWEVER, ARE DESIGNED FOR
SELF-EMPLOYED INDIVIDUALS. IF YOU HAVE ANY SELF-EMPLOYMENT INCOME,
EVEN IF YOU HAVE A FULL-TIME JOB, YOU CAN CONTRIBUTE AND DEDUCT UP TO
20 PERCENT OF YOUR NET SELF-EMPLOYMENT INCOME, OR UP TO $30,000, TO
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a Keogh plan. If you set up a Keogh plan before December 3 1 ,  1 9 9 2 ,
YOU CAN MAKE YOUR CONTRIBUTION UP UNTIL YOUR FILING DATE, INCLUDING
EXTENSIONS.
TWO OTHER ADJUSTMENTS ARE AVAILABLE EXCLUSIVELY TO THE SELF-
EMPLOYED -- DEDUCTIONS FOR 5 0  PERCENT OF THE SELF-EMPLOYMENT TAX
AND 2 5  PERCENT OF HEALTH INSURANCE PREMIUMS PAID BEFORE JULY 1,
1 9 9 2  FOR COVERAGE BEFORE THAT DATE. HOWEVER, LET ME WARN YOU
THAT THE DEDUCTION FOR HEALTH INSURANCE PREMIUMS WAS A SPECIAL TAX
BREAK EXTENDED BY CONGRESS FOR THE FIRST SIX MONTHS OF 1 9 9 2 . IT MAY
NOT BE DEDUCTIBLE ON NEXT YEAR'S RETURN UNLESS THE TIME PERIOD IS
EXTENDED BY CONGRESS AGAIN.
Other adjustments that you can deduct from gross income include
ALIMONY PAID TO A FORMER SPOUSE AND PENALTIES PAID ON EARLY
WITHDRAWALS OF SAVINGS.
Once you have made all these adjustments to your gross income,
THE FIGURE YOU DERIVE IS CALLED, NOT SURPRISINGLY, YOUR "ADJUSTED
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GROSS INCOME." NOW WE NEED TO DISCUSS WAYS TO REDUCE THIS AMOUNT,
THROUGH THE USE OF DEDUCTIONS.
Your first decision is whether to itemize your deductions or claim
THE STANDARD DEDUCTION. BEGIN BY TOTALLING YOUR ITEMIZED
DEDUCTIONS. GENERALLY, YOU SHOULD ITEMIZE IF THIS TOTAL IS MORE THAN
YOUR STANDARD DEDUCTION. FOR 1992, THE STANDARD DEDUCTION IS
$3,600 FOR SINGLE FILERS, $6,000 FOR MARRIED INDIVIDUALS WHO FILE
JOINTLY, $5,250 FOR HEADS OF HOUSEHOLDS, AND $3,000 FOR MARRIED
TAXPAYERS WHO FILE SEPARATELY.
A nother point to keep in mind is that high-income taxpayers must
REDUCE THEIR ITEMIZED DEDUCTIONS BY 3  PERCENT OF THE AMOUNT BY WHICH
THEIR ADJUSTED GROSS INCOMES EXCEED $1 05,250...$52,625, IF MARRIED,
FILING SEPARATELY. HOWEVER, THIS REDUCTION MAY NEVER BE MORE THAN
80 PERCENT OF YOUR TOTAL ALLOWABLE DEDUCTIONS EXCLUDING MEDICAL
EXPENSES, INVESTMENT INTEREST, AND CASUALTY, THEFT AND GAMBLING
LOSSES. IF YOU FALL INTO ONE OF THESE INCOME GROUPS, BE SURE TO
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CALCULATE WHAT EFFECT THIS PROVISION MIGHT HAVE ON YOUR ITEMIZED
DEDUCTIONS BEFORE DECIDING WHETHER OR NOT TO ITEMIZE.
If you do itemize, it is important that you take advantage of every
DEDUCTION YOU CAN. RIGHT NOW I AM GOING TO GIVE YOU SOME
INFORMATION ON A FEW DEDUCTION CATEGORIES THAT CAN HELP YOU TO DO
JUST THAT.
I WILL START WITH THE DEDUCTIONS AVAILABLE TO HOMEOWNERS.
Generally, you can deduct mortgage interest on primary and
SECONDARY HOMES. POINTS PAID ON THE PURCHASE OF A PRIMARY RESIDENCE
ARE USUALLY DEDUCTIBLE AS WELL. HOWEVER, IF YOU ARE ONE OF THE
THOUSANDS OF HOMEOWNERS WHO REFINANCED THEIR MORTGAGES LAST
YEAR, YOU CAN DEDUCT THE POINTS ONLY TO THE EXTENT THAT YOU USED
THE LOAN'S PROCEEDS FOR HOME IMPROVEMENTS. THE BALANCE MUST BE
DEDUCTED EQUALLY EACH YEAR OVER THE LIFE OF THE LOAN. FOR EXAMPLE, IF
POINTS ON YOUR REFINANCED 30-YEAR MORTGAGE TOTALLED $ 3 ,0 0 0 ,  YOU
WOULD ONLY BE ABLE TO DEDUCT $ 1 0 0  EACH YEAR.
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In addition, real estate property taxes remain deductible. A nd in
MOST CASES, INTEREST ON HOME EQUITY LOANS OF UP TO $ 1 0 0 ,0 0 0  IS
DEDUCTIBLE.
A nother avenue to explore is medical deductions. M edical expenses
ARE DEDUCTIBLE ONLY TO THE EXTENT THAT THEY EXCEED 7 .5  PERCENT OF
YOUR ADJUSTED GROSS INCOME. WHILE THIS FLOOR MAY SEEM HIGH TO YOU,
A THOROUGH REVIEW OF YOUR 1 9 9 2  MEDICAL EXPENSES MAY TURN UP SOME
DEDUCTIBLE EXPENSES YOU HAD FORGOTTEN ABOUT THAT CAN HELP YOU
SURPASS IT.
Most health-related expenses qualify for the deduction including
DOCTOR AND HOSPITAL VISITS, PRESCRIPTIONS, HEALTH INSURANCE PREMIUMS,
DENTAL WORK, CONTACT LENSES AND EYEGLASSES, AND SPECIAL EQUIPMENT
LIKE CRUTCHES AND HEARING AIDS. TRANSPORTATION COSTS TO AND FROM
MEDICAL FACILITIES MAY ALSO BE DEDUCTIBLE.
Some home improvements may also be deductible if they are made to
ACCOMMODATE A PHYSICALLY HANDICAPPED FAMILY MEMBER. HOWEVER,
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KEEP IN MIND THAT UNNECESSARY COSMETIC SURGERY, SUCH AS FACE LIFTS
AND HAIR TRANSPLANTS, IS NO LONGER DEDUCTIBLE.
TO DEDUCT MISCELLANEOUS EXPENSES, YOUR TOTAL EXPENSES MUST LIKEWISE
SURPASS A CERTAIN PERCENTAGE OF YOUR ADJUSTED GROSS INCOME.
However, the floor for miscellaneous expenses is only 2  percent,
MUCH LOWER THAN THE FLOOR FOR MEDICAL EXPENSES. MISCELLANEOUS
EXPENSES GENERALLY FALL INTO ONE OF THREE CATEGORIES -- INVESTMENT
EXPENSES, TAX-RELATED EXPENSES, AND UNREIMBURSED EMPLOYEE BUSINESS
EXPENSES.
Deductible investment expenses include accounting fees for keeping
RECORDS OF INVESTMENT INCOME, BANK DEPOSIT LOSSES IF NOT FEDERALLY
INSURED, INVESTMENT MANAGEMENT OR COUNSEL FEES, AS WELL AS THE
RENTAL FEE FOR A SAFE DEPOSIT BOX IF IT IS USED EXCLUSIVELY TO HOLD
YOUR SECURITIES AND INVESTMENT PROPERTY RECORDS.
Tax -related expenses that may be deductible include tax -preparation
FEES AS WELL AS THE FEES PAID TO AN ATTORNEY OR CPA FOR REPRESENTING
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YOU IN TAX-RELATED TRIALS OR HEARINGS. IF YOU PHONE THE IRS DIRECTLY
FOR ADVICE, YOU CAN EVEN DEDUCT THE COST OF THE PHONE CALL.
A FEW EXAMPLES OF DEDUCTIBLE EMPLOYEE BUSINESS EXPENSES INCLUDE
ENTERTAINMENT COSTS, TUITION AND FEES FOR EMPLOYMENT-RELATED
EDUCATION, SUBSCRIPTIONS TO PROFESSIONAL OR TRADE PUBLICATIONS, THE
COST OF WORK UNIFORMS, DUES FOR UNIONS OR PROFESSIONAL
ORGANIZATIONS, AND JOB-HUNTING EXPENSES.
Many people believe that job-related moving costs fall under
MISCELLANEOUS EXPENSES. HOWEVER, AS LONG AS YOU ITEMIZE YOUR
DEDUCTIONS, YOU MAY BE ABLE TO DEDUCT YOUR MOVING EXPENSES --
WITHOUT REGARD TO THE 2-PERCENT FLOOR. TO QUALIFY FOR THE DEDUCTION
YOU MUST REMAIN IN THE NEW LOCATION FOR A SPECIFIED AMOUNT OF TIME.
In addition, the distance between your new job location and former
HOME MUST BE 3 5  MILES FARTHER THAN THE DISTANCE BETWEEN YOUR OLD
HOME AND YOUR OLD JOB LOCATION.
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Let me give you an example. Suppose you live 2 0  miles from your
OFFICE. You ARE THEN TRANSFERRED TO AN OFFICE IN A DIFFERENT CITY. IN
ORDER TO DEDUCT YOUR MOVING EXPENSES, THE NEW JOB LOCATION MUST BE
AT LEAST 5 5  MILES FROM YOUR FORMER HOME.
If you qualify, you can generally deduct traveling expenses for you
AND YOUR FAMILY, AS WELL AS MOVING COMPANY FEES. IN ADDITION, YOU
MAY BE ABLE TO DEDUCT THE COSTS OF YOUR PRE-MOVE HOUSE-HUNTING
TRIPS, THE COST OF TEMPORARY LIVING QUARTERS, AND EXPENSES INVOLVED
IN BUYING, SELLING OR LEASING YOUR HOME.
One of Uncle Sa m 's more generous tax breaks is the charitable
CONTRIBUTION DEDUCTION. GENERALLY, AS LONG AS YOU ITEMIZE, YOU MAY
FULLY DEDUCT CONTRIBUTIONS TO IRS-QUALIFIED ORGANIZATIONS. YOU MAY
ALSO DEDUCT EXPENSES ASSOCIATED WITH VOLUNTEER WORK, SUCH AS
UNIFORM AND TRANSPORTATION COSTS.
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A nother deduction with which few taxpayers are familiar is the one
FOR CASUALTY LOSSES. CASUALTY LOSSES MUST BE SUDDEN AND
UNEXPECTED -  FOR EXAMPLE THOSE CAUSED BY A FIRE OR A HURRICANE.
Such losses are deductible to the extent that any unreimbursed
PORTION EXCEEDS 1 0  PERCENT OF YOUR ADJUSTED GROSS INCOME. IN
ADDITION, EACH CASUALTY LOSS IS SUBJECT TO A $100 DEDUCTIBLE. IF YOU
THINK YOU MAY BE ELIGIBLE FOR THIS DEDUCTION, YOU MAY WANT TO
CONSULT A CPA FOR THE SPECIFIC RULES AND RESTRICTIONS.
Let me wrap up by mentioning some tax breaks that you should be
AWARE OF IF YOU ARE A PARENT OR HAVE OTHER DEPENDENTS. FIRST OFF,
THE VALUE OF EACH PERSONAL EXEMPTION YOU CLAIM HAS RISEN THIS YEAR
to $2,300. Remember, you can you claim an exemption for yourself,
YOUR SPOUSE AND YOUR DEPENDENT CHILDREN. IN ADDITION, YOU MAY ALSO
BE ABLE TO CLAIM AN EXEMPTION FOR ANY OTHER RELATIVE THAT COUNTS ON
YOU FOR AT LEAST 50 PERCENT OF HIS OR HER SUPPORT.
Unfortunately, however, high-income taxpayers also face an
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EXEMPTION PHASEOUT WHEN INCOMES SURPASS CERTAIN LIMITS. THE
EXEMPTION REDUCTION IS 2 PERCENT FOR EVERY $2,500 (OR FRACTION
THEREOF) OF ADJUSTED GROSS INCOME OVER THESE LIMITS: $78,950 IF
MARRIED, FILING SEPARATELY; $105,250 IF SINGLE; $131,550 IF HEAD OF
HOUSEHOLD; AND $157,900 IF MARRIED, FILING JOINTLY.
If you paid someone to care for your children, or other dependent
RELATIVES, WHILE YOU AND YOUR SPOUSE WORKED, YOU MAY BE ELIGIBLE FOR
THE DEPENDENT-CARE TAX CREDIT, WHICH COULD BE WORTH UP TO $720 FOR
ONE DEPENDENT OR $1,440 FOR TWO OR MORE, DEPENDING ON YOUR INCOME.
TO BE ELIGIBLE, YOU MUST BE EMPLOYED AND THE DEPENDENT MUST BE UNDER
AGE 1 3 OR UNABLE TO TAKE CARE OF HIMSELF OR HERSELF. INCOME LIMITS
ALSO APPLY, SO YOU MIGHT WANT TO CHECK WITH A CPA TO SEE IF YOU
QUALIFY.
Finally, after you have carefully navigated the tax  return maze,
DON'T LET THOUGHTLESS ERRORS SEND YOU BACK SEVERAL STEPS. REMEMBER
TO DOUBLE CHECK YOUR MATH AND MAKE SURE YOU, AND YOUR SPOUSE, IF
APPLICABLE, SIGN YOUR RETURN.
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I HOPE I HAVE DEMYSTIFIED THE TAX-PREPARATION PROCESS FOR YOU A LITTLE
BIT TODAY AND POINTED OUT A FEW WAYS THAT YOU CAN LOWER YOUR TAX
bill. Remember, my presentation today was general in nature. Your
SPECIFIC TAX SITUATION MAY BE MORE COMPLEX. IF YOU NEED HELP, BE SURE
TO CONSULT A CPA, WHO WILL BE UP TO DATE ON ALL THE LATEST TAX
DEVELOPMENTS.
NOW I WILL BE HAPPY TO ANSWER YOUR QUESTIONS.
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Interview-Preparation Guide
1. Have there been any changes in the values of exemptions and 
standard deductions this year?
Yes, both have been adjusted for inflation. Each exemption you 
claim in 1992 is worth $2,300, up from $2,150. Standard 
deductions have risen as well. The new standard deductions are 
$3,600 for single filers, $6,000 for married taxpayers filing jointly, 
$5,250 for heads of households, and $3,000 for married taxpayers 
filing separately.
2. My mother lives on her own but I provide more than 50 percent of 
her support. Can I claim her as a dependent?
As long as your mother had less than $2,300 in gross income last 
year, does not file a joint return with her spouse, and is a resident or 
citizen of the United States, you can claim her as a dependent.
3. I sold my home last year. Do I have to pay tax on the profit?
That depends. If you bought a home of equal or greater value within 
two years before or after the sale, you may be able to defer the tax 
on the gain realized from the sale. However, if you are age 55 or 
older and meet certain other requirements, you may be able to avoid 
the tax entirely.
4. I sold my house last year but suffered a loss. Is this loss tax 
deductible?
No, the loss on the sale of a primary residence is considered a 
personal loss and therefore, not deductible.
5. I know that miscellaneous expenses are deductible only to the extent 
that they surpass 2 percent of my adjusted gross income. What 
types of expenses qualify for the deduction?
Miscellaneous expenses generally fall into three categories: 
unreimbursed employee business expenses, investment expenses 
and tax-related expenses. Examples of miscellaneous expenses 
include job-hunting costs, tuition for job-related education, dues for 
unions or professional organizations, and fees for investment and tax 
advice.
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6. I charged some miscellaneous expenses in December. But I didn't 
pay the bill until January. Can I deduct those costs?
As long as your total miscellaneous expenses exceed the 2-percent 
floor, you can deduct expenses you charged in 1992 even if you 
didn't pay the bill until 1993.
7. How much can I deduct for business use of my car?
You have the option of claiming 28 cents per mile or the actual cost 
of operating your car for business purposes.
8. Our son is confined to a wheelchair so we built a ramp to make our 
home accessible to him. Can we deduct the cost as a medical 
expense?
Home improvements made to accommodate a physically 
handicapped family member are generally fully deductible as a 
medical expense. However, keep in mind that medical expenses are 
deductible only to the extent that they exceed 7.5 percent of your 
adjusted gross income.
9. I donated stock to my church last year. How much can I deduct?
If you owned the stock for less than one year, you can deduct the 
price you paid for it. If you owned the stock for more than a year, 
however, you can deduct its fair market value on the day of the 
contribution.
10. How long should I keep my tax returns?
As long as possible. As a general rule, the IRS cannot assess 
additional taxes after three years from the return's due date or the 
date it was filed, whichever is later. If, however, you fail to report 
more than 25 percent of your income, the IRS has up to six years to 
audit you. There is no time limit if the IRS believes you committed 
fraud or failed to file a return.
# # #
